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diminished, the cheque system expanding to take its place.
And since the circulation of United States notes was continued
at the same figure, the reserve banks were compelled to make
steady accumulations of bullion as their deposits grew in order
to maintain their legal reserves. Thus without any reserve
against United States notes the dollar remained at par with
gold. From 1890 the Treasury was required to hold $150
million of gold.

The national banking system achieved two things. It gave
to the country a national note circulation, and it secured that
in normal circumstances there should be adequate reserves to
maintain the gold standard. But in two important respects it
was lacking. It provided no central controlling authority with
the power and the will to manage the supply of credit and to
curb speculation, and it made no provision for an expansion of
the note issue either for seasonal purposes or at a time of stress.
Moreover, partly owing to State legislation and partly as a
result of prejudice against tendencies to monopoly, bank amal-
gamations and branch banking were practically unknown. By
1913 there were more than 7,500 national banks and about
17,000 other banks, 'entirely independent and at cross purposes
in a panic'.1 And the banks other than the national banks
were under no legal obligations as regards their reserves except
where State laws imposed such obligations.

That the system was unsatisfactory and might prove dan-
gerous was well understood by most financial authorities. Much
discussion of possible reforms occurred but no agreement could
be reached. In 1907 after a great speculative rise of stock
market prices there was a serious collapse. Several of the largest
trust companies, which were merely banks under another name,
had a considerable proportion of their funds in speculative
investments and were immediately in difficulties. Panic spread
throughout the country. The greater part of the banks in all
areas were by now linked together through the New York
Clearing House, and the Clearing House Committee was vir-
tually the only central authority in a position to take action to

1 Prof. E. W. Kemmerer, The A. B. C. of the Federal Reserve System.